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SUBJECT: FTB Coll ection of Student Aid Conm ssion Qutstandi ng Accounts Receivabl e

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as amended
05/28/99.

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO Neutral .

X REMAINDER OF PREVIOUS ANALY SISOF BILL AS AMENDED 06/24/99 STILL APPLIES.
X OTHER - See comments below.

x

SUMVARY OF BILL

Under this bill, before a delinquent student |oan could be referred to Franchise
Tax Board (FTB) for collection, the Student A d Conm ssion (comm ssion) would be
required to provide certain notices and hearings, including “actual” notice at
the debtor’s last known address. The notices generally would delay referral of
out st andi ng student | oans to FTB by 30 days.

Additionally, under this bill

1. FTB woul d be required expressly to provide notice to the debtor at the nost
recent address of record provided by the comm ssion or |ast address known to
the FTB. If the mail is returned as undeliverable or FTB otherw se knows the
mai | was msdirected, FTB would be required to use reasonable diligence to
ascertain the current address of the debtor and provide notice at that address;

2. FTB woul d be required to wait at |east 15 days (instead of the current 10 days)
after it issues notice to the debtor containing certain prescribed information
written in Spanish and English and requests paynent before it can proceed with
col |l ection action;

3. FTB would be Iimted to |l evying on 10% of a debtor’s wages unless a court has
determned in a final judgnment or order that a greater anount may be [awfully
| evi ed;

4. FTB woul d be allowed to adopt regulations to inplenent the provisions of this
bill; and

5. In devel oping any notice required by the Government Code for collection of
del i nquent student |oans, the FTB would be required to consult with
know edgeabl e advocates who represent debtors in defaults on student | oans.
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SUMVARY OF AMENDMENT

The July 13, 1999, anendnent generally prohibits the referral of an account to
FTB for collection if, because of factors not under the debtor’'s control, the
debtor fails to file a tinmely request for hearing and objection to the referral
and precludes the referral of that case to FTB until a hearing is given and the
matter resol ved.

The June 24, 1999, anendnent renoves the foll ow ng provisions that woul d have
directly affected FTB's coll ection program and resolves certain of the Policy
Consi derations raised in FTB s previous anal ysis:

Amount s col l ected from wages woul d have been returned if the debtor establishes

by
not

a preponderance of the evidence that FTB did not provide the debtor with the
ice as required in above #1.

FTB woul d have been limted to |l evying on, in the aggregate, 25% of the anount

in

a debtor’s bank account(s) unless the anpunt in the bank account(s) is in

excess of $2,000, in the aggregate, at the time of |evy.

Pol i cy Consi derati ons

This bill, in part, is the same as AB 2004, as anmended July 2, 1998. To
resolve the policy/inplenmentation considerations raised in FTB' s anal ysis of
t hat anmended bill, the Senate Appropriations Conmttee took anendments in
conm ttee (August 20, 1998) and passed the bill. Governor WIson,
irrespective of those anendnents, subsequently returned the bill w thout
signature stating he did not believe that the rights of severely delinquent
| oan debtors shoul d be expanded beyond the rights of those who attenpt to
repay their debts. Additionally, it was stated that he believed that
current | aw provides a reasonabl e bal ance between the due process rights of
students and the right of the state to collect repaynent of delinquent

| oans.

Under this bill as amended, July 13, 1999, the follow ng policy
consi derations raised in prior analyses and in 1998 remain applicable to
this bill:

This bill would inplenment due process protections before debts may be
referred to FTB that go beyond those already provided under both federal
and California laws. Mreover, the bill in reality, though it nay appear

otherwise, would limt the amount of wages subject to levy to 10% si nce
it is unclear whether FTB could (or would) challenge the 10%Ilinmtation
in court given the statute specifically directs FTBto Iimt collections
to 10%

To the extent the collection of delinquent student |oans under this bil
woul d differ fromthe collection of taxes, FTB s collection efficiencies
may di m ni sh.

| npl enent ati on Consi derati ons

This bill requires that the FTB consult with know edgeabl e advocat es who
represent debtors in default on student |oans in devel oping any notice
required by law in the enforcenment of delinquent student | oans.
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The i ssuance of required notices may be del ayed pending consultation with
advocat es; however, any delay is not expected to be significant.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly increase departnental costs.

Col | ection Estimate

Based on the discussion below the collection inpact of this proposal is as
foll ows:

Esti mated Col | ections | npact AB 1044
Actions Taken After 12/31/99
Student Aid Comm ssion's Qutstandi ng Accounts Recei vabl es
Fi scal Year | npact
(In MI1ions)
1999-0 2000-1 2001-2
-$2.5 M nor Loss M nor Loss
M nor Loss = Less than $400, 000

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis proposal

Col I ection Estimate Di scussion

Revi sed coll ection | osses above reflect a reduction of approximtely

$500, 000 for 1999-0, and negligible reductions for 2000-1 and 2001-2 from
the previous version of this bill. This reduction in the collection | osses
is primarily attributable to the June 24'" anendment that renoves the
[imtation of bank |evies.

The assunption stated in the previous analysis still apply.

BOARD PCSI TI ON

Neutral. The FTB at its neeting of July 6, 1999, voted to take a neutral
position on this bill.



